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Foreword
The A IC P A Special A d visory C om m ittee on R eports by M anagem ent w as
form ed by the A IC P A Board of D irectors to consider the recom m endations
of the C om m ission on A u d ito rs’ R esponsibilities (Cohen com m ission) co n 
cerning reports by m anagem ent and to develop the suggested content of
such a report. T he com m ittee recognizes that there is at present no re
q uirem ent fo r a report by m anagem ent. The co m m itte e ’s recom m en
dations do not establish such a requirem ent, nor do they establish a new
standard fo r auditors perform ing e xam inations of financial statem ents in
accordance w ith g enerally accepted auditing standards. The com m ittee
believes, how ever, that its advice w ill be useful to those m anagem ents that
w ish to include a report by m anagem ent w ith th eir financial statem ents.
T he report by m anagem ent recom m ended by the com m ittee does not
represent a change either in m a n ag em en t’s responsibilities regarding the
financial statem ents or in the relationship of the independent auditor with
the com pany. Rather, it represents m an ag em en t’s affirm ation of its e xist
ing responsibilities.
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Conclusions and Recommendations
of the Special Advisory Committee
on Reports by Management
Summary
The com m ittee recom m ends that com panies that dissem inate annual re
ports include a report by m anagem ent on the financial statem ents. The
objective of the m anagem ent report is to inform financial statem ent users
of m an ag em en t’s responsibility fo r those statem ents, the various m eans
by w hich it is fulfilled, and the roles of others with respect to those
statem ents.
The m anagem ent report should state th at m anagem ent is responsible
fo r all the inform ation, w hether audited or unaudited, in the annual report
and fo r the consistency of inform ation dealing w ith the sam e subject m at
te r appearing in various sections of the annual report.
Also, m anagem ent should indicate th at its responsibility fo r the fin a n 
cial statem ents includes m aking jud gm e nts and estim ates and selecting
accounting principles that are in accordance w ith generally accepted ac
counting principles appropriate in the circum stances.
The report should include a representation on internal accounting
control. B ecause of cost-benefit considerations as well as the inherent
lim itations of the effectiveness of internal accounting control, m anage
m en t’s representation should be phrased in term s of reasonable, rather
than absolute, assurance that the objectives of internal accounting control
are met.
The com position and duties of the audit com m ittee should be de 
scribed or a cross-reference should be m ade to a separate section of the
annual report o r to a separate report of the audit com m ittee w here the
description m ay be found.
The m anagem ent report should d escribe the role of the independent
auditor to render an independent opinion on the financial statem ents. If
th e re has been a ch a n g e in a u d ito rs , m a n a g e m e n t s h o u ld in d ic a te
w hether the decision to change w as recom m ended or approved by the
audit com m ittee.
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The Purpose of the Management Report
The A IC P A Special A dvisory C om m ittee on R eports by M anagem ent (the
com m ittee) w as established to conside r the types of representations and
a ssurances that should be included in a report on financial statem ents by
m an ag em en t.1 The com m ittee w as form ed in response to the C om m ission
on A u d ito rs’ R esponsibilities (C ohen com m ission) recom m endation relat
ing to im proved com m unication of m a n ag em en t’s responsibilities fo r fi
nancial statem ents.
T h e C o h e n c o m m is s io n b e lie v e d th a t m an y u s e rs o f fin a n c ia l
statem ents m ay not understand the separate responsibilities of indepen
dent auditors and corporate m anagem ents regarding audited financial
statem ents. It believed that som e users erroneously assum e that financial
statem ents are the representations of auditors rather than of m anage
m ent. It stated that, “ At present, m an agem ent is not required to report on
the financial statem ents, although it is responsible for the representations
in them . It is incongruous that the party responsible fo r the representations
does not have to acknow ledge its responsibility and that the only report on
the statem ents m ay be the aud itor’s .” 2
The C ohen com m ission concluded that understanding could be im 
proved if m anagem ent w ould include in the corporate annual report to
shareholders a statem ent of its responsibility fo r the financial statem ents
and related m atters.
T he com m ittee believes that m an ag em en t’s responsibility fo r the fi
nancial statem ents is clearly established (see A ppendix A). It therefore
concurs w ith the C ohen co m m issio n ’s conclusion and recom m ends that
annual reports include a report by m an ag em en t.3
The com m ittee recognizes th at there is at present no requirem ent fo r
a m anagem ent report. These recom m endations do not establish such a
requirem ent either fo r m anagem ents or fo r auditors exam ining financial
statem ents in accordance w ith gen erally accepted auditing standards.
R ather, the recom m endations are fo r the guida nce of those m anagem ents
th at w ish to develop a m anagem ent report. For convenience, the fram e of
reference fo r the recom m endations is that of a publicly held corporation

1. Unless the context indicates otherwise, the term “management” as used throughout this
report refers to the personnel and organization concerned with the corporation’s day-to-day
business and affairs and does not refer to the board of directors.
2. Commission on Auditors’ Responsibilities, Report, Conclusions and Recommendations
(New York: AICPA, 1978), p. 76.
3. While the committee concurs with the Cohen commission’s basic conclusion, it does not
agree with all of the commission’s recommendations for matters to be discussed in the
management report. For a brief discussion of the specific recommendations with which the
committee does not agree, see Appendix B.
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having a class of equity securities registered pursuant to section 12 of the
S ecurities Exchange Act of 1934 (the 1934 act). Further, it is assum ed that
the board of d irectors of the corporation being considered has an audit
com m ittee (although it is recognized that m any publicly held corporations
do not have audit com m ittees, and that issue is not intended to be ad 
dressed in this report). H ow ever, closely held corporations, nonpublic co r
porations, nonprofit organizations, or other entities m ight adapt these rec
om m endations to their specific circum stances and develop a m anagem ent
report if they so desire. For exam ple, a nonpublic com pany m ay routinely
distribute financial statem ents to its suppliers of credit or other third-party
users and, thus, m ay w ish to prepare a m anagem ent report.
The objective of the m anagem ent report is to inform financial sta te 
m ent users of m an ag em en t’s responsibility fo r those statem ents, the va ri
ous m eans by w hich that responsibility is fulfilled, and the roles of others
w ith respect to those statem ents. A ccordingly, the m anagem ent report
should include inform ation and representations on (1) the financial sta te 
m ents, (2) internal accounting control, (3) the audit com m ittee, and (4) the
independent auditor.
M anagem ent m ay w ish to discuss additional topics related to the
financial statem ents that it believes appropriate; how ever, the m anage
m ent report should be reasonably concise and should not duplicate disclo 
sures appearing elsew here in the annual report. M anagem ent should use
care to avoid m aking representations that im ply a level of d isclosure or
assurance greater than appropriate under the circum stances. The co m m it
tee does not recom m end a standard form fo r the m anagem ent report.
A ppendix C, how ever, presents several exam ples recently published in
annual reports th at represent the results of experience and expe rim en ta 
tion. These exam ples are provided, w ithout endorsem ent of form or co n 
tent by the com m ittee, solely to illustrate the recom m endations and to give
m a n a g e m e n t g e n e ra l g u id a n c e fo r th e d e v e lo p m e n t of its ow n e x 
pressions of the recom m ended representations.
T he m anagem ent report should appear in close proxim ity to the fin an 
cial section of the annual report but should not be included in the notes to
the financial statem ents. The m anagem ent report is broader than a report
on financial statem ents; its subjects include other im portant aspects of
m an ag em en t’s financial reporting responsibility. Thus, its inclusion in a
note to the financial statem ents w ould be inappropriate.

Management’s Responsibility
for the Financial Statements
The m anagem ent report should state that m anagem ent is responsible fo r
the financial statem ents and all the other inform ation, w he th er audited or
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unaudited, in the annual report. M anagem ent should also note its respon
sibility to determ ine that inform ation presented in one section of the annual
report is consistent with inform ation dealing w ith the sam e or substantially
sim ilar subject m atter presented e lsew here in the annual report.
M a n ag em en t’s responsibility includes the selection of accounting
principles that are in accordance w ith gen erally accepted accounting p rin 
ciples appropriate in the circu m stan ces.4
In the rare instances w hen the ind ependent a ud itor’s report is qua l
ified because of a departure from g enerally accepted accounting p rinci
ples, m anagem ent should discuss the qualification or m ake a crossreference to a discussion in the financial statem ents, p re sid e nt’s letter, or
e lsew here in the annual report.
T he process of preparing financial statem ents requires m anagem ent
to m ake inform ed jud gm e nts and e stim ates because the co m plexity and
uncertainty of econom ic activity usually do not perm it e xact m easurem ent
of the effects of incom plete transactions. Som e of the num erous situations
that involve jud gm e nts and estim ates include the collectibility of accounts
receivable, the realization value of inventory item s, the am ount of pension
plan liabilities, and the useful lives of d epreciable assets. The m anage
m ent report should indicate that m anagem ent m akes those types of ju d g 
m ents. If exam ples are given of item s in the financial statem ents that
require jud gm e nts and estim ates, care should be taken to avoid the im pli
cation that the list is all-inclusive.
In the event th at unintentional m isstatem ents o r om issions in the fi
nancial statem ents should result in liability fo r dam age to users, such
liability norm ally falls upon the co m p an y as the issuer of the financial
statem ents. The com m ittee believes that the acknow ledgm ent by m an
a ge m e nt of its responsibility fo r the financial statem ents, as recom m ended
by this report, does not alter existing patterns of legal a ccountability and
liability.

Internal Accounting Control
Internal accounting control plays an im portant role in ensuring the reliabil
ity of th e financial statem ents, and m an agem ent depends on it to help fulfill

4. See paragraph 138 of Accounting Principles Board Statement no. 4, Basic Concepts and
Accounting Principles Underlying Financial Statements of Business Enterprises, for a defini
tion of generally accepted accounting principles. Paragraph 35 of that statement also dis
cusses the importance of emphasizing in financial accounting the economic substance of
transactions. Paragraphs 5 and 12 of Accounting Principles Board Opinion no. 22, Disclosure
of Accounting Policies, discuss the judgment required concerning the appropriateness of
acceptable alternative principles in specific circumstances.
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its responsibilities fo r those statem ents. Thus, m an agem ent’s representa
tion w ith respect to the co m p an y’s internal accounting control is an appro
priate subject fo r a report by m anagem ent.
T he basis fo r m an ag em en t’s representation is its ongoing evaluation
of the design and functioning of the system of internal accounting control.
M an ag em en t’s evaluation is influenced by the size and type of business,
the m ateriality of assets at risk, the degree of centralization of financial and
operating m anagem ent, internal accounting control w eaknesses that have
com e to m an ag em en t’s attention (including m aterial w eaknesses recog
nized and reported by auditors), unusual or unexplained variations in the
financial statem ents, and cost-benefit considerations.
In developing its representation, m anagem ent m ay wish to refer to
criteria recom m ended fo r consideration by the A IC P A Special A dvisory
C om m ittee on Internal A ccounting C ontrol.5 The criteria are intended to
provide a bridge betw een the broad objectives of internal accounting co n 
trol and specific control p rocedures and a fram e w o rk to assist m anage
m ent in deciding w hether the objectives have been met.
B ecause of cost-benefit co nsiderations as well as the inherent lim 
itations of the e ffectiveness of internal accounting control, m an ag em en t’s
representation on internal accounting control should be phrased in term s
of reasonable rather than absolute a ssurance th at the objectives of inter
nal accounting control are met. The cost of controls should not exceed the
benefits expected to be derived. The benefits to be considered are reduc
tion of th e risk of o ccu rre n ce of, or fa ilu re to d etect, errors and ir
regularities. N either the cost nor the risk evaluation is likely to be precisely
quantifiable.
A nother reason w hy m anagem ent seeks only reasonable assurance
is th at there are lim itations inherent in m ost internal accounting control
procedures. For exam ple, m an ag em en t’s jud gm e nt is required in m aking
estim ates and preparing financial statem ents. Although there m ay be co n 
trols o ver the decision and estim ation process, the controls cannot ensure
that the jud gm e nts will be w ithout bias or that all relevant factors will be
considered.
In addition, the p erform ance of control procedures is subject to the
risk of unintentional errors arising from m isunderstanding of instructions,
em ployee carelessness, or other personal factors. C ontrol p rocedures d e 
pendent on segregation of duties or authorization fo r effectiveness m ay be
circum vented by collusion or m anagem ent override.
In term s of the reliability of the financial statem ents, the internal a c
counting controls should provide reasonable assurance that errors or ir

5. See the Report of the Special Advisory Committee on Internal Accounting Control (New
York: AICPA, 1979).
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regularities that could be m aterial to such statem ents are prevented or
w ould be detected w ithin a tim ely period by em ployees in the norm al
course of perform ing th eir assigned functions. The com m ittee recognizes
that the S ecurities and E xchange C om m ission has under consideration
rule proposals that w ould require pub licly held corporations to represent
com pliance w ith the internal accounting control provision contained in se c
tion 13(b)(2)(B) of the 1934 act. If such com pliance report is required to be
m ade in the annual report, the m an agem ent report m ay be the appropriate
place. A s noted above, how ever, the prim ary objective of the m anagem ent
report is to inform users of the various m eans, such as internal accounting
control, by w hich m an ag em en t’s responsibility fo r the financial statem ents
is fulfilled.

O ther Control C onsiderations
Internal control is broader than internal accounting control. Internal control
also includes controls to prom ote operational efficiency and encourage
adherence to m anagerial operating policies. A t present, these controls are
not as clearly defined as are internal accounting controls. W hile its rec
om m endation is lim ited to internal accounting control, the com m ittee rec
ognizes that som e m anagem ents m ay w ish to discuss additional aspects
of internal control that th e y consider relevant to their operations.
Som e m anagem ents m ay believe it d esirable to m ention the co m 
p an y’s policies concerning the business conduct of corporate personnel
and p rocedures designed to fo ste r com pliance with those policies. The
e stablishm ent of such policies and the effective com m unication and im 
plem entation of them is considered by m any to be an im portant elem ent of
corporate accountability.
M any com panies have an internal audit function that serves as a
high-level organizational control and is a key elem ent in evaluating internal
controls (including internal accounting controls) and determ ining that they
are functioning effectively. Som e m anagem ents m ay w ish to discuss the
roles of th eir internal auditors in p erform ing an independent appraisal
function and providing assurance th at the objectives of internal accounting
control are being achieved.

The Audit Committee
The m anagem ent report should include a description of the role of the
audit com m ittee or a cross-reference to a separate section of the annual
report or to a separate audit com m ittee report w here the description m ay
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be found. A t present, only com panies having securities listed on the N ew
Y ork S tock E xchange are required to have an audit com m ittee. In the
absence of an audit com m ittee, the board of directors m ay perform the
duties typically delegated to audit com m ittees. The m anagem ent of those
com panies should describe that board involvem ent.
T he o bjective of the discussion is to explain the review and oversight
role of the audit com m ittee in evaluating m an ag em en t’s perform ance of its
financial reporting responsibility. T he com position of the audit com m ittee
should be discussed, including co m m en t about w hether the m em bers are
n onm anagem ent directors. The duties assigned to the audit com m ittee by
the board should also be described. These duties usually include audit
com m ittee m eetings with m anagem ent, internal auditors, and independent
auditors to discuss internal accounting control, auditing, and financial re
porting m atters. The report could also m ention the a ud itor’s degree of
access to the audit com m ittee and the extent of the audit co m m itte e ’s
responsibility for, or involvem ent in, engaging the independent auditors.
The com m ittee recognizes that, as a result of recent am endm ents of
the SE C proxy rules (R elease 34-15384), publicly held corporations are
required to d escribe in annual m eeting proxy statem ents the functions
perform ed by the audit com m ittee. N otw ithstanding that separate d isclo 
sure, the com m ittee believes that the description in the m anagem ent re
port of the audit co m m itte e ’s role is im portant to inform ing users of the
various m eans by w hich m anagem ent m eets its responsibility fo r the fi
nancial statem ents.

Role of the Independent Auditor
The o bjective of m an ag em en t’s discussion of its relationship w ith the in
d ep en de nt a uditor is to clarify the role of the independent auditor. T hat
role, w hich is to render an independent professional opinion on the fin a n 
cial statem ents, does not in any w ay lim it m an ag em en t’s responsibility fo r
the financial statem ents and all the other inform ation, w hether audited or
unaudited, in the annual report.
Typically, the relationship of independent auditors w ith the com pany
is a continuing one. W hen there has been a change in auditors, the m an
a gem ent report should indicate w hether the decision to change w as rec
om m ended or approved by the audit com m ittee or the board of directors.
W hile there are several possible reasons fo r a change in auditors,
only a d isa gre em en t on an accounting, auditing, or reporting m atter is
relevant to the objective of the discussion of the independent auditor in the
m anagem ent report. M anagem ent should either discuss such a change or
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should o ffer to furnish upon request a copy of the Form 8-K covering the
change filed w ith the S E C .6

Other Matters
In developing the content and language of its report, m anagem ent m ay
w ish to consult w ith legal counsel, the co m p a n y’s independent auditors, or
other appropriate experts.
T he recom m endations contained in this report are not intended to be
all-inclusive, and, as the exam ples in A ppendix C show , m anagem ent m ay
w ish to discuss other m atters related to the financial statem ents that it
believes appropriate.
W hatever the scope of d isclosures and representations, all co m m un i
cations in the m anagem ent report should be m ade in a clear and objective
m anner.

6. In the Current Report on Form 8-K, the company is required to (a) describe any dis
agreements with the former auditor during the two-year period before the change concerning
accounting principles or practices, financial statement disclosure, or auditing scope or proce
dure that, if not satisfactorily resolved, would have been referred to in the auditor's report, and
(b) include a letter from the former auditor stating either concurrence with the company’s
description or the reasons why he does not concur. The company’s description must include
all such disagreements, whether or not they were resolved to the former auditor’s satisfac
tion.
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APPENDIX A

Management’s Financial Reporting
Responsibility
Management is responsible for providing financial information that is useful for
making economic decisions and for evaluating management’s effectiveness in
fulfilling its stewardship and related managerial responsibilities. Thus, in addition to
providing financial information, management is responsible for adopting sound
accounting policies, for establishing and maintaining an effective accounting sys
tem, for the safeguarding of assets, and for other internal accounting controls.
The transactions and events that should be reflected in the records and in the
financial statements are matters within the direct knowledge and control of man
agement. Thus, management, and not the auditor, should take responsibility for
the representations about the entity’s financial status and performance and for
seeing that financial status and performance are reported properly. Management
may obtain advice about the form or content of the financial statements from the
independent auditor. The independent auditor may aid in drafting them, in whole or
in part, based on management’s financial records. However, the financial state
ments are management’s representations. The independent auditor is responsible
for the examination of financial statements in accordance with generally accepted
auditing standards and for the resulting opinion on those statements.
This division of responsibility has long been recognized by regulatory and
legislative bodies as well as the accounting profession. In 1939 the AICPA Com
mittee on Auditing Procedure stated that
“It should be borne in mind that the financial statements, with all supplemental descrip
tive and explanatory data, including footnotes, are regarded as representations of the
client. It is upon all these representations that the independent certified public accoun
tant renders his opinion.”1

The SEC stated in 1947 that “ The fundamental and primary responsibility for the
accuracy of information . . . disseminated among the investors rests upon man
agement. Management does not discharge its obligations in this respect by the
employment of independent public accountants.. . . ”2
The report by management recommended by the committee does not repre
sent a change in management’s responsibilities regarding the financial statements
or in the relationship between management and the independent auditor. Rather, it
represents management’s affirmation of its existing responsibilities.

1. Statement on Auditing Procedure no. 1, Extensions of Auditing Procedure (N ew York: AICPA, 1939),
p. 10.
2. “In the Matter of Interstate Hosiery Mills, Inc.” (quoted in SEC Accounting Series Release no. 62,
1947).
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APPENDIX B

Cohen Commission
Recommendations Not Endorsed
Although the committee agrees with the Cohen commission’s conclusion on the
desirability of a management report, it does not agree with several of the commis
sion’s specific recommendations.

Material Uncertainties
and Legal Counsel Consultation
The committee does not believe that a report by management should (a) confirm
that all material uncertainties have been appropriately accounted for or disclosed
or (b ) indicate that legal counsel has been consulted regarding the accounting for
or disclosure of legal matters in the financial statements, and that counsel concurs
with management’s presentation.
Implicit in management’s representation of its responsibility for the financial
statements and their conformity with generally accepted accounting principles is
the understanding that the financial statements and related notes adequately ac
count for and disclose all necessary matters, including uncertainties and legal
matters. In appropriate instances, the notes to the financial statements may in
clude management’s specific representation on a particular legal suit, unasserted
claim, or other uncertainty. It is unnecessary for the report by management to
repeat such representations.
The committee also believes that the representation in the report by manage
ment should reflect management’s own beliefs rather than those of other parties
and that therefore it would be inappropriate for management to make a representa
tion about the concurrence of legal counsel or, for that matter, any other advisor
(for example, actuaries, or geologists) with whom management may consult in
preparing the financial statements.

Non-Audit Services
The committee does not agree with the Cohen commission’s recommendation that
the management report should describe non-audit services, such as tax advice
and actuarial services, received from the independent auditors and the fees paid
for those services. To the extent that users of financial statements may be able to
assess the impact, if any, of these services on the auditor’s independence, the
information is available to interested parties in the annual meeting proxy
statements of publicly held corporations, pursuant to recent amendments of the
SEC proxy rules (Release 34-15384). The committee does not believe it necessary
or desirable to repeat the information in the management report.
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Material Weaknesses
The Cohen commission recommended that the management report describe the
company’s response to material weaknesses in internal accounting control com
municated by its independent auditors. The committee does not believe that it is
necessary to refer specifically to this matter. Management’s receipt of and re
sponse to this type of communication is but one of the several factors that man
agement evaluates in deciding on its representation concerning internal account
ing control. Implicit in the representation is management’s belief that it has appro
priately considered and disposed of the matters that the auditors identified. The
existence of an uncorrected material weakness identified by the independent au
ditor (or, for that matter, anyone else) would require focused attention by manage
ment in determining the form of representation to be made on internal accounting
controls.

Preparation of the Financial Statements and
Signature on the Management Report
The Cohen Commission’s illustration of a management report includes a statement
about whether management or the independent auditors prepared the financial
statements, and it is signed by a representative of management. The committee
believes that these are issues of form rather than substance. The important repre
sentation in the management report concerns management’s responsibility for the
financial statements. In the committee’s view, that responsibility is not altered by
the involvement of others in the preparation of the financial statements. Neither
does the committee believe communication in the management report is improved,
or management’s responsibility is validated, by including the name of one repre
sentative of management. For these reasons, the committee takes no position on
these issues and notes only that, as the examples in Appendix C show, manage
ments have different preferences and their practices vary.
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APPENDIX C

Sample Management Reports
This appendix includes examples of management reports that appeared in 1978
annual reports. They were prepared before the committee’s final report was issued
and, in several cases, do not reflect all of the committee’s recommendations.
These reports are presented to illustrate that the basic matters that are included by
most managements can be communicated in a variety of ways, and also that there
are a variety of matters that managements consider appropriate for inclusion. Also,
the committee notes with approval that the management reports of some com
panies that also included such a communication in their 1977 annual report show
continued development of details and language.

Am erican Telephone and Telegraph Com pany
Report of Management
The Financial Statements on the following pages, which consolidate the
accounts of American Telephone and Telegraph Company and its sub
sidaries, have been prepared in conformity with generally accepted account
ing principles applicable to rate-regulated public utilities. Such accounting
principles are consistent in all material respects with accounting prescribed
by the Federal Communications Commission for telephone companies ex
cept as to revenue refunds, investments, and a California rate and tax matter
as discussed in Notes to Financial Statements.
The integrity and objectivity of data in these financial statements, includ
ing estimates and judgments relating to matters not concluded by year end,
are the responsibility of management as is all other information included in
the Annual Report unless indicated otherwise. To this end, management
maintains a highly developed system of internal controls and supports an
extensive program of internal audits to give it reasonable assurance at rea
sonable cost that the Company’s assets are protected and that transactions
and events are recorded properly. The Company also seeks to assure this
objectivity and integrity by careful selection of its managers, by organization
arrangements that provide an appropriate division of responsibility and by
communications programs aimed at assuring that its policies, standards and
managerial authorities are understood throughout the organization.
These financial statements have been examined by Coopers & Lybrand, Certified Public Accountants. Other auditors referred to in their report
are Arthur Young & Company, auditors of Western Electric Company, Incor
porated and Southwestern Bell Telephone Company, and Arthur Andersen
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& Co., auditors of Illinois Bell Telephone Company. The auditors’ report,
which appears on this page, expresses an informed judgment as to whether
management’s financial statements, considered in their entirety, present
fairly in conformity with generally accepted accounting principles the Com
pany’s financial condition and operating results. This judgment is based on
procedures described in the first paragraph of their report, which indude
studying and evaluating the Company’s systems, procedures and internal
controls, and performing tests and other auditing procedures sufficient to
provide reasonable assurance that the financial statements neither are ma
terially misleading nor contain material errors. While the auditors make ex
tensive tests of Company procedures and controls, it is neither practicable
nor necessary for them to scrutinize a large portion of the Company’s trans
actions.
The Board of Directors pursues its responsibility for reported financial
information through its Audit Committee, composed of Directors (see inside
back cover) who are not employees. The Audit Committee meets periodi
cally with management, the internal auditors and the independent auditors to
assure that they are carrying out their responsibilities and to discuss audit
ing, internal control and financial reporting matters. Both the internal auditors
and the independent auditors periodically meet alone with the Audit Commit
tee and have free access to the Audit Committee at any time.
R. N. Flint, Vice President and Comptroller
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C lark Equipm ent Com pany
Report by Management
The preceding financial statements of Clark Equipment Company and ail
information in the annual report are the responsibility of management. The
statements have been prepared in conformity with generally accepted ac
counting principles appropriate in the circumstances and thus include
amounts based on estimates by management.
Management depends upon the Company’s system of internal controls
in meeting its responsibilities for reliable financial statements. This system is
designed to provide reasonable assurance that assets are safeguarded and
that transactions are properly recorded and executed in accordance with
management’s authorization. Judgments are required to assess and bal
ance the relative cost and expected benefits of these controls.
The financial statements have been audited by our independent ac
countants, Price Waterhouse & Co. Their role is to render an independent
professional opinion on management’s financial statements to the extent
required by generally accepted auditing standards. In addition to the use of
independent accountants, the Company maintains a highly trained profes
sional staff of internal auditors, who coordinate audit coverage with the inde
pendent accountants and conduct operational and special audits.
The Board of Directors elects an Audit Committee from among its mem
bers, none of whom are or have been employees of the Company. The Audit
Committee is responsible to the Board for reviewing the accounting and
auditing procedures and financial practices of the Company and for recom
mending appointment of the independent accountants. The Audit Committee
meets periodically with management, internal auditors, and independent ac
countants to review the work of each and satisfy itself that they are properly
discharging their responsibilities. Both the independent accountants and the
internal auditors have free access to the Committee, without the presence of
management, to discuss their opinions on the adequacy of internal controls
and to review the quality of financial reporting.
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Dun & Bradstreet Com panies, Inc.
Statement of Management Responsibility
for Financial Statements
To the Shareowners of Dun & Bradstreet Companies, Inc.:
Management has prepared and is responsible for the consolidated financial
statements and related information which appear on pages 22 to 37. The
financial statements, which include amounts based on judgments of man
agement, have been prepared in conformity with generally accepted ac
counting principles consistently applied. Other financial information in the
Annual Report is consistent with that in the financial statements.
Management believes that the Company’s internal control systems pro
vide reasonable assurance at reasonable cost that assets are safeguarded
against loss from unauthorized use or disposition, and that the financial
records are reliable for preparing financial statements and maintaining ac
countability for assets. These systems are augmented by written policies, an
organizational structure providing division of responsibilities, careful selec
tion and training of qualified financial people, and a program of internal
audits.
Coopers & Lybrand, independent certified public accountants, have ex
amined our consolidated financial statements as described in their report,
which appears on the following page. Their examination includes a study
and evaluation of the Company’s accounting systems, procedures and inter
nal controls, and tests and other auditing procedures sufficient to provide
reasonable assurance that the financial statements neither are materially
misleading nor contain material errors.
The Board of Directors, through its Audit Committee consisting solely of
outside directors of the Company, is responsible for reviewing and monitor
ing the Company’s financial reporting and accounting practices. Coopers &
Lybrand and the internal auditors both have full and free access to the Audit
Committee, and meet with it regularly, with and without the presence of
management.
David L. Thomas

Senior Vice President
Finance
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Cobe Laboratories, Inc.
Management’s Responsibility for Financial Statements
The consolidated financial statements presented in this report are the re
sponsibility of management and have been prepared to conform with gener
ally accepted accounting principles consistently applied. Statement amounts
include estimates resulting from management’s analysis and evaluation
based upon current knowledge.
The responsibility of our independent auditors, Arthur Andersen & Co.,
is limited to an expressed opinion on the fairness of the financial statements.
The auditor’s evaluation procedures include a review of systems and control
procedures and testing deemed necessary to give reasonable assurance
that our financial statements are not materially misleading or inaccurate.
Other information included in this report is Cobe’s responsibility and is be
lieved to be consistent with the financial representations.
To ensure that assets are safeguarded from loss due to unauthorized
use or disposition, and that accounting information is reliable, we maintain a
system of accounting and corporate policies, procedures and internal con
trols. Managers are carefully selected and trained; and high standards are
maintained in accounting and administration and in formal policies and pro
cedures. To reflect changing business conditions and reporting require
ments, we continually modify and improve our policies, procedures and con
trols. We believe our system provides reasonable assurance that assets are
safeguarded and that financial information is reliable.
Our Board of Directors discharges its responsibilities for adequate inter
nal controls and accurate financial information with the assistance of an
Audit Committee composed of non-management Board members. The
Committee meets with the Company’s independent auditors to evaluate
management’s performance in maintaining adequate accounting procedures
and reporting processes as well as other matters. The independent auditors
have access to the Audit Committee and they meet (with and without man
agement being present) to discuss the results of their examinations, and to
express opinions on internal controls and financial reporting.
The Company has also developed and is presently implementing
“ Guidelines for Good Management Practices and Business Conduct.” All
employees are expected to understand and comply with these guidelines
and to conduct Cobe’s business throughout the world accordingly. We be
lieve these guidelines will help assure that operations are conducted in
compliance with laws and regulations and at the highest moral and ethical
standards in all parts of the world.
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Eaton Corporation
Report of Management
We have prepared the accompanying consolidated financial statements and
related information included herein for the years ended December 3 1 , 1978
and 1977. The opinions of the Company's independent auditors on those
financial statements are included. The primary responsibility for the integrity
of the financial information included in this annual report rests with manage
ment. Such information was prepared in accordance with generally accepted
accounting principles appropriate in the circumstances, based on our best
estimates and judgements and giving due consideration to materiality.
Eaton maintains internal accounting control systems which are ade
quate to provide reasonable assurance that assets are safeguarded from
loss or unauthorized use and which produce records adequate for prepara
tion of financial information. There are limits inherent in all systems of inter
nal accounting control based on the recognition that the cost of such system
should not exceed the benefits to be derived. We believe the Company’s
system provides this appropriate balance.
The system and controls and compliance therewith are reviewed by an
extensive program of internal audits and by our independent auditors. Their
activities are coordinated to obtain maximum audit coverage with a minimum
of duplicate effort and cost. The independent auditors receive copies of all
reports issued by the internal auditors at the same time they are released to
management and have access to all internal audit work papers.
In an attempt to assure objectivity and remove bias, the financial data
contained in this report is subject to review by the Audit Committee of the
Board of Directors. The Audit Committee is composed of outside directors
who meet regularly with management, internal auditors and independent
auditors to review the audit scope, timing and fee arrangements.
The Company maintains high standards when selecting, training and
developing personnel, to insure the management’s objectives of maintaining
strong, effective internal controls and unbiased, uniform reporting standards
are attained. We believe our policies and procedures provide reasonable
assurance that operations are conducted in conformity with law and with our
Company commitment to a high standard of business conduct.
Frank C. Roberts

Vice President—Accounting
Ronald L. Leach
Vice President and Controller

February 5, 1979
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General Electric Com pany
Report of Management
To the Share Owners of General Electric Company:
We have prepared the accompanying statement of financial position of Gen
eral Electric Company and consolidated affiliates as of December 31, 1978
and 1977, and the related statements of earnings, changes in financial posi
tion and changes in share owners’ equity for the years then ended, including
the notes and industry and geographic segment information. The statements
have been prepared in conformity with generally accepted accounting prin
ciples appropriate in the circumstances, and include amounts that are based
on our best estimates and judgments. Financial information elsewhere in this
Annual Report is consistent with that in the financial statements.
Your Company maintains a strong system of internal financial controls
and procedures, supported by a corporate staff of traveling auditors and
supplemented by resident auditors located around the world. This system is
designed to provide reasonable assurance, at appropriate cost, that assets
are safeguarded and that transactions are executed in accordance with
management’s authorization and recorded and reported properly. The sys
tem is time-tested, innovative and responsive to change. Perhaps the most
important safeguard in this system for share owners is the fact that the
Company has long emphasized the selection, training and development of
professional financial managers to implement and oversee the proper appli
cation of its internal controls and the reporting of management’s stewardship
of corporate assets and maintenance of accounts in conformity with gener
ally accepted accounting principles.
The independent public accountants provide an objective, independent
review as to management’s discharge of its responsibilities insofar as they
relate to the fairness of reported operating results and financial condition.
They obtain and maintain an understanding of GE’s accounting and financial
controls, and conduct such tests and related procedures as they deem
necessary to arrive at an opinion on the fairness of financial statements.
The Audit Committee of the Board of Directors, composed solely of
Directors from outside the Company, meets with the independent public
accountants, management and internal auditors periodically to review the
work of each and ensure that each is properly discharging its responsibilities.
(See Audit Committee report on page 25.) The independent public accoun
tants have free access to this Committee, without management present, to
discuss the results of their audit work and their opinions on the adequacy of
internal financial controls and the quality of financial reporting.
Your management has long recognized its responsibility for conducting
the Company’s affairs in a manner which is responsive to the everincreasing complexity of society. This responsibility is reflected in key Com
pany policy statements regarding, among other things, potentially conflicting
outside business interests of Company employees, proper conduct of

18

domestic and international business activities, and compliance with antitrust
laws. Educational, communication and review programs are designed to
ensure that these policies are clearly understood and that there is aware
ness that deviation from them will not be tolerated.
Reginald H. Jones

Chairman of the Board
and Chief Executive Officer
A.O. Way

Senior Vice President, Finance
February 16, 1979
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H. J. Heinz Co.
Responsibility for Financial Statements
The company has prepared the accompanying consolidated financial
statements and related information included herein for the years ended May
3 , 1978 and April 2 7 , 1977. The opinion of Peat, Marwick, Mitchell & Co., the
company’s independent certified public accountants, on those financial
statements is included. Management has the primary responsibility for the
integrity of the financial information included in this annual report and to
ascertain that the financial information accurately reflects the financial posi
tion of the company and its operating results. Such information was prepared
in accordance with generally accepted accounting principles appropriate in
the circumstances, based on best estimates and judgments and giving due
consideration to materiality.
The internal control system maintained by the company is designed to
provide reasonable assurance that assets are safeguarded from loss or
unauthorized use and to produce records adequate for preparation of finan
cial information. There are limits inherent in all systems of internal control
based on the recognition that the cost of such systems should not exceed
the benefits to be derived. The company believes its system provides this
appropriate balance.
The internal control system is augmented by a corporate internal audit
staff that has direct access to the Audit Committee of the Board of Directors
and meets periodically with that committee. The company’s Audit Committee
is composed entirely of outside directors. The members of the Audit Commit
tee are identified in the listing of Officers and Directors elsewhere in this
annual report. The Audit Committee meets periodically with the company’s
independent public accountants, management and the internal auditors to
review the work of each and to satisfy itself that each is properly discharging
its responsibilities. The independent certified public accountants have free
access to this committee to discuss the results of their audit work and their
opinions on the adequacy of internal financial controls and the quality of
financial reporting.
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Interlake, Inc.
Management’s Responsibility for Financial Reporting
Corporate accounting and reporting has been dramatically influenced in re
cent years by prescribed policies and practices from both private and gov
ernmental agencies. These pronouncements have resolved many debated
issues, but also have created new problems, as with the accounting stand
ard for translation of foreign currency financial statements and transactions.
Overall, the benefits of such activities have outweighed any shortcomings
and have produced an increased awareness and demand for quality and
integrity in financial reporting from businessmen, investors, and the general
public. In full consideration of this prevailing environment, we have prepared
this Financial Review, including the financial statements of Intertake, Inc.
and its consolidated subsidiaries at December 31, 1978 and related notes
and management s discussion of summary of operations.
The financial statements were prepared by management in conformity
with generally accepted accounting principles applied on a basis consistent
with that of the prior year. The manner of presentation and integrity of the
financial information are the responsibility of management. Some of the
amounts included in the financial statements are estimates based on cur
rently available information and management’s best judgment of current
conditions and circumstances. All of the financial information presented in
the Annual Report is consistent with that in the financial statements.
Interfake’s policy is to have a comprehensive system of internal account
ing controls and organizational arrangements which provide for delegation of
authority and appropriate divisions of responsibility to ensure the integrity of
its financial reporting. The resultant system of internal accounting controls is
intended to provide reasonable assurance as to the reliability of the financial
records and the protection of assets against loss from unauthorized use or
disposition. However, there are inherent limitations that should be acknowl
edged in evaluating the potential effectiveness of any system of internal
accounting control. The concept of reasonable assurance is based on the
recognition that the cost of a system of internal control should not exceed the
benefits derived; the evaluation of those factors requires estimates and
judgments by management. Management believes that Interlake’s system of
internal control provides such reasonable assurance.
Management is continually modifying and improving its system of ac
counting and controls in response to changes in business conditions and
operations and comprehends in those revisions the comments and recom-
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mendations made by the independent accountants and the internal audit
staff.
The financial statements have been examined by Interlake’s indepen
dent accountants, Price Waterhouse & Co., who have given their unqualified
opinion on the financial statements as found on page 32 of the Annual
Report. Their examination was conducted in accordance with generally ac
cepted auditing standards and was supplemented by the work of the internal
auditors who have participated in these examinations. The internal auditors
and the independent accountants meet at least twice each year with the
Audit Review Committee of the Board of Directors to review the scope and
timing of their audits and their findings. The Audit Review Committee con
sists of three outside directors who are charged with the responsibility to
review, appraise, and report to the Board on accounting and reporting prac
tices, the internal control system, and the audit effort by both the indepen
dent accountants and the internal auditors. The independent accountants
have private and confidential access to the Audit Review Committee through
its Chairman at any time they desire or request it.
In addition, Interlake has prepared and distributed to its employees
statements of its policies for conducting business affairs in a lawful and
ethical manner. We have developed and instituted specific internal controls
and internal audit procedures to provide assurance that these policies are
not violated.
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Kollm orgen Corporation
Report of Management
The management of Kollmorgen Corporation is responsible for the prepara
tion and integrity of the consolidated financial statements and for other finan
cial information appearing in the annual report. The financial statements
have been prepared in conformity with generally accepted accounting
principles and therefore include amounts that are based on informed judg
ments and management’s best estimates.
In meeting its responsibility for the integrity of the financial statements,
management depends on sound systems of accounting and internal control.
These systems are designed to provide reasonable assurance that the
books and records reflect transactions in accordance with management’s
authorization. The management environment in which these controls oper
ate emphasizes the selection and training of competent personnel, appropri
ate delegation of authority, a communication system that develops account
ability and other control techniques.
Main Lafrentz & Co., independent public accountants, are engaged to
examine and express an opinion on our financial statements.
This opinion, which appears below, is based on an examination of our
consolidated financial statements in accordance with generally accepted
auditing standards. These standards provide for a review of the internal
control systems and tests of a limited number of transactions.
The Board of Directors has appointed an Audit Committee, composed
solely of independent directors, which meets regularly with representatives of
management and Main Lafrentz & Co. to assure that each is properly dis
charging its responsibilities. The independent public accountants also meet
with the Audit Committee without management representatives present to
discuss any matters relating to their examination or to financial reporting.
Robert L. Swiggett

Allan M. Doyle, Jr.

Chief Executive Officer

Chief Financial Officer
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M anufacturers Hanover C orporation
Management Report on Financial Statements
The following financial statements and related notes of Manufacturers
Hanover Corporation and Subsidiaries (the Corporation) and Manufacturers
Hanover Trust Company were prepared by Management which has the
primary responsibility for the integrity of the financial information. The
statements have been prepared in conformity with generally accepted ac
counting principles appropriate in the circumstances and include amounts
that are based on Management’s best estimates and judgments. Financial
information elsewhere in this Annual Report is consistent with that in the
financial statements.
In meeting its responsibility for the accuracy of the financial statements,
Management relies on the company’s comprehensive system of internal
accounting control. This system provides reasonable assurance that assets
are safeguarded and transactions are recorded to permit the preparation of
appropriate financial information. The system of internal controls is charac
terized by an effective control-oriented environment within the Corporation
which is augmented by written policies and procedures, internal audits and
the careful selection and training of qualified personnel.
The functioning of the accounting system and related internal account
ing controls is under the general purview of the Examining Committee of the
Board of Directors which is comprised of five outside directors. The account
ing system and related controls are reviewed by an extensive program of
internal audits and by the Corporation’s independent auditors. The Examin
ing Committee meets regularly with Management, the internal auditors and
the independent public accountants to review the work of each and ensure
that each group is properly discharging its responsibilities. In addition, the
Committee reviews and approves the scope and timing of the internal and
external audits and any findings with respect to the system of internal con
trols. Examinations conducted by New York State and Federal regulatory
agencies are also reviewed by the Committee.
The financial statements in this Annual Report have been examined by
the Corporation’s independent accountants, Peat, Marwick, Mitchell & Co.
Their examination is conducted in accordance with generally accepted audit
ing standards and includes a review of internal controls and a test of transac
tions to the extent necessary to allow them to report on the fairness of the
operating results and financial condition of the Corporation.
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M cGraw-Edison Com pany
Management’s Responsibility for Financial Statements
The consolidated financial statements have been prepared by management
in conformity with generally accepted accounting principles. Management is
responsible for all information and representations contained in the financial
statements and other sections of the annual report. In preparing the financial
statements, management must make estimates based upon currently avail
able information and management’s judgment of current conditions and cir
cumstances. Management uses the services of specialists within and out
side the company in making estimates. The role of the company’s external
auditor is to render an independent opinion on management’s financial
statements.
In meeting its responsibility for the reliability of the financial statements,
management maintains a system of internal accounting control, including an
internal audit program. In designing control procedures, management rec
ognizes that errors or irregularities may nevertheless occur, however, the
system is designed to provide reasonable assurance that assets are
safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management’s authorization.
The system includes, among other things, the careful selection of people, a
division of responsibilities and the application of formal policies and proce
dures that are consistent with high standards of accounting and administra
tive practices. Management is continually modifying and improving its sys
tem of internal accounting control in response to changes in business condi
tions and operations.
The Board of Directors, through the activities of its Audit Committee,
oversees management’s discharge of its financial reporting responsibilities.
The Committee meets regularly with management, the internal auditors, and
representatives of the company’s independent public accountants. All of
these parties have free and independent access to the Committee and the
Board of Directors. In 1978, the Committee met twice and reviewed the
scope, timing and fees for the annual audit and the results of audit exam
inations completed by the internal and external auditors, including the rec
ommendations to improve internal controls and the follow-up reports pre
pared by management.
The members of the Audit Committee for 1978 are listed elsewhere in
this annual report. No member of the Audit Committee is an employee of the
company. The Audit Committee reports the results of its activities to the full
Board of Directors.
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O w ens-Illinois, Inc.
Responsibility for Financial Statements of Owens-Illinois, Inc.
The management of Owens-Illinois is responsible for all information and
representations contained in the financial statements and other sections of
the annual report and believes such information has been prepared in con
formity with generally accepted accounting principles appropriate in the cir
cumstances. In preparing the financial statements, management makes in
formed judgments and estimates of events and transactions that are cur
rently being accounted for.
Owens-Illinois maintains and management relies on a system of internal
controls designed to provide reasonable assurance that assets are
safeguarded and transactions are executed in accordance with manage
ment’s authorization and recorded properly to permit the preparation of fi
nancial statements in accordance with generally accepted accounting prin
ciples. In designing control procedures, management recognizes that errors
or irregularities may nevertheless occur. Also, estimates and judgments are
required to assess and balance the relative cost and expected benefit of the
controls. In order to provide credible, timely information in the most efficient
manner possible, accounting policies, procedures and systems, along with
related internal controls, are being constantly monitored and revised where
necessary to meet changing requirements. Internal controls are further
strengthened by a careful selection, training and development of qualified
managers in financial and other functional areas.
Assisting the management is a staff of trained internal auditors who use
audit programs designed to insure compliance with internal controls and
effectiveness of the financial reporting function at our worldwide locations.
Results and actions relating to internal audits are communicated to appro
priate management and the Audit Committee of the Board of Directors.
The independent public accountants, recommended by the Audit Com
mittee of the Board of Directors and selected by the Board of Directors and
the shareholders at the annual meeting, are engaged to express an opinion
on our financial statements. Their opinion is based on procedures performed
in accordance with generally accepted auditing standards, including tests of
the accounting records and such other auditing procedures as they consid
ered necessary in the circumstances.

26

The Audit Committee of the Board of Directors, composed solely of
directors who are not officers or employees of Owens-Illinois, meets with
corporate financial management, the independent auditors and the internal
auditors to review the activity of each and to insure that each is properly
discharging its responsibility. Our public accountants as well as the internal
auditors have access to the Audit Committee without management being
present to discuss the results of their audit work, the adequacy of internal
financial controls, and the quality of financial reporting.
Edwin D. Dodd

Chairman of the Board,
President and Chief
Executive Officer
Jerome A. Bohland

Vice President, Finance
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Safeway Stores, Incorporated
Management’s Responsibility for Financial Statements
The consolidated financial statements of Safeway Stores, Incorporated and
its subsidiaries have been prepared in accordance with generally accepted
accounting principles applied on a consistent basis and include amounts that
are based on management’s best estimates and judgments. Management is
responsible for the integrity and objectivity of the data in these statements.
Financial information elsewhere in this Annual Report is consistent with that
in the financial statements.
To fulfill its responsibilities, management has developed and maintained
a strong system of internal accounting controls. There are inherent lim
itations in any control system in that the cost of maintaining a control should
not exceed the benefits to be derived. However, management believes the
controls in use are sufficient to provide reasonable assurance that assets are
safeguarded from loss or unauthorized use and that the financial records are
reliable for preparing the financial statements. The controls are supported by
careful selection and training of qualified personnel, by the appropriate divi
sion of responsibilities, by communication of written policies and procedures
throughout the Company, and by an extensive program of internal audits.
Peat, Marwick, Mitchell & Co., independent certified public accountants,
whose report follows the consolidated financial statements, are engaged to
provide an independent opinion regarding the fair presentation in the finan
cial statements of the Company’s financial condition and operating results.
They obtain an understanding of the Company’s systems and procedures
and perform tests of transactions and other procedures sufficient to provide
them reasonable assurance that the financial statements are neither mis
leading nor contain material errors.
The Board of Directors, through its Audit Committee composed of out
side Directors, is responsible for assuring that management fulfills its re
sponsibilities in the preparation of the financial statements. The Board, on
the recommendation of the Audit Committee and in accordance with Stock
holder approval, selects and engages the independent public accountants.
The Audit Committee meets with the independent accountants to review the
scope of the annual audit and any recommendations they have for im
provements in the Company's internal accounting controls. To assure inde
pendence, the independent accountants have free access to the Audit
Committee and may confer with them without management representatives
present.
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United States Gypsum Com pany
Responsibility for Financial Statements
The Auditors’ Report shown below states their opinion as to the reasonable
ness and consistency of the Company’s financial statements viewed in the
light of conformity with generally accepted accounting principles. However, it
is management’s responsibility to see that such financial statements fairly
reflect the financial position of the Company and its operating results. In
order to meet this responsibility, management maintains formal policies and
procedures that are consistent with high standards of accounting and admin
istrative practices which are regularly communicated to all levels of the or
ganization. In addition, management maintains a comprehensive program of
internal auditing within the Company to examine and evaluate the adequacy
and effectiveness of established internal controls as related to Company
policies, procedures and objectives.
The Board of Directors reviews the Company’s internal controls, audit
ing and financial reporting through its Audit Committee, which consists of
four members of the Board who are not officers or employees of the Com
pany. The Audit Committee engages the independent auditors, subject to
ratification by the stockholders at the annual meeting. The Committee meets
periodically with management and the independent auditors, both separately
and together, to review and discuss the auditors’ findings and other financial
and accounting matters. The independent auditors have free access to the
Audit Committee.
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Xerox Corporation
Report of Management
The accompanying consolidated financial statements inducting the notes
thereto of Xerox Corporation and subsidiaries as of December 3 1 , 1978 and
1977 and for the years then ended have been prepared by management,
which is responsible for their integrity and objectivity. The statements have
been prepared in conform ity with generally accepted accounting principles
appropriate in the circumstances, and necessarily include some amounts
that are based on management’s best judgments. The financial information
contained elsewhere in this Annual Report is consistent with that in the
financial statements.
Xerox m aintains a system of internal accounting controls designed to
provide reasonable assurance that assets are safeguarded against loss or
unauthorized use and that the financial records are adequate and can be
relied upon to produce financial statements in accordance with generally
accepted accounting principles. The concept of reasonable assurance is
based on the recognition that the cost of a system of internal control must not
exceed the related benefits. There are written internal accounting and
operating control policies and procedures that are communicated to the
Company’s worldwide operating units. Adherence to these policies and pro
cedures is constantly being evaluated by an extensive coordinated audit
effort of our internal audit staff and independent certified public accountants.
Xerox’ accompanying consolidated financial statements have been ex
amined by Peat, Marwick, M itchell & Co., independent certified public ac
countants, whose examinations were made in accordance with generally
accepted auditing standards and included a review of the system of internal
accounting controls to the extent considered necessary to determine the
audit procedures required to support their opinion on the consolidated finan
cial statements. The report of independent certified public accountants ap
pears on page 44.
The Audit Committee of the Board of Directors, composed solely of
outside directors, meets periodically with the Company’s management inter
nal auditors and independent certified public accountants to review matters
relating to the quality of financial reporting and internal accounting control
and the nature, extent and results of the audit effort. The independent cer
tified public accountants have free access to the Audit Committee.
In a business ethics policy that is communicated to employees annually,
Xerox has established its intent to maintain the highest standards of ethical
conduct in all its business activities. Ongoing review programs are carried
out to ensure compliance with this policy.
C. Peter McColough

Melvin Howard

Chairman and
Chief Executive Officer

Senior Vice President, Finance
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